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SUBJECT: INTERNAL FRG FORECAST OF 1977 GNP SHOWS 4.5 
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PERCENT GROWTH: SLIPPAGE FROM 5 PERCENT TARGET 

1 . IN CONNECTION WITH THE PREPARATION OF A NEW ESTIMATE 
OF 1977 TAX REVENUES, FRG EXPERTS DEVELOPED A NEW GNP 
FORECAST LAST WEEK WHICH CALLS FOR 4.5 PERCENT REAL 
GROWTH THIS YEAR. UNTIL NOW, OF COURSE, 5 PERCENT HAD 
BEEN THE OFFICIAL FORECAST FIGURE. THE PRESS HAS THE 
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4.5 PERCENT (WITHOUT DETAILS) BURIED IN A STORY ON THE 
FISCAL SITUATION, AND VERY LITTLE IS MADE OF THE REDUC- 
TION OF GROWTH EXPECTATIONS, AND NOTHING IS MENTIONED OF 
ITS RELATION TO THE LONDON SUMMIT GROWTH COMMITMENT. WE 
UNDERSTAND THAT THE ISSUE MAY BE FUZZED BY THE FRG 
REPRESENTATIVE AT NEXT WEEK'S OECD EDRC REVIEW OF THE 
GERMAN ECONOMY BY REFERRING TO A FORECAST OF 4.5 TO 5.0 
PERCENT REAL GROWTH. 

2. WE OBTAINED FROM A FINANCE MINISTRY CONTACT THE 
PRECISE COMPONENT GROWTH RATES UNDERLYING THE DOWNWARD- 
REVISED OFFICIAL GNP GROWTH EXPECTATION. (AS THE 
CONTACT PROVIDED THESE TO US FROM AN INTERNAL DOCUMENT, 
WITHOUT CLEARANCE TO DO SO, THIS INFORMATION SHOULD BE 
TREATED BY END-USERS APPROPRIATELY.) THE DOWNWARD 
REVISION COMES ABOUT PARTIALLY AS A RESULT OF A CHANGE 

IN THE CONSTANT PRICE BASE YEAR FROM 1962 TO 1970 (WHICH 
WE PREVIOUSLY DISCUSSED IN BONN 8254 AND 8489) AND ALSO 
AS A RESULT OF A SLIGHTLY LESS OPTIMISTIC JUDGEMENT OF 
THE ECONOMIC OUTLOOK. SINCE THE BASE YEAR CHANGE 
ALONE HAS BEEN SAID TO ACCOUNT FOR A 0.3 PERCENTAGE 
POINT REDUCTION, THE SLIGHTLY SOFTER ECONOMIC OUTLOOK 
PROBABLY SHAVED 0.2 PERCENTAGE POINTS OFF THE TOTAL GNP 
REAL GROWTH RATE. IT IS DIFFICULT TO SAY PRECISELY 
WHICH COMPONENTS ARE JUDGED TO HAVE WEAKENED, SINCE THE 
FRG ANNUAL ECONOMIC REPORT (WHICH IS ALSO THE GERMAN 
SUBMISSION TO NEXT WEEK'S OECD EDRC ANNUAL REVIEW) IS NOT 
NEARLY SO DISAGGREGATED, MAKING ANY MEANINGFUL COMPARISON 
ALMOST IMPOSSIBLE. WE HAVE NOT RECEIVED ANY OTHER PRIOR 
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SIMILAR DETAILING OF OFFICIAL GROWTH EXPECTATIONS FOR 
COMPARISON PURPOSES EITHER. IN ADDITION, THERE 
IS THE FACTOR OF THE CHANGE IN BASE YEAR, WHICH MAKES 
THE COMPARISON OF COMPONENT REAL GROWTH RATES WITH THE 
RECENT JOINT FORECAST OF THE RESEARCH INSTITUTES 
SOMEWHAT PROBLEMATICAL AS WELL. 

3. ON ONE POINT THERE IS SOME COMPARISON POSSIBLE IN 
THAT THE ANNUAL ECONOMIC REPORT SPEAKS OF REDUCING THE 
UNEMPLOYMENT RATE TO "UNDER 4 PERCENT," WHILE THE NEW 
FORECAST SETS THIS FIGURE AT "AROUND 4 PERCENT". THE 
IMPLICIT PRIVATE CONSUMPTION DEFLATOR OF 3.9 PERCENT 

IN THE NEW FORECAST ALSO IS GENERALLY IN LINE WITH THE 
REPORT’S FORECAST OF CONSUMER PRICE RISES OF "UNDER 
4 PERCENT". 

4. PERTINENT TABLE FOLLOW: 
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REAL NOMIAL 
(1970 PRICES) 


PRIVATE CONSUMPTION 4.5 8.4 

PUBLIC CONSUMPTION 3.0 7.5 

GROSS FIXED INVESTMENT 4.5 8.7 

MACHINERY & EQUIPMENT 7.0 11 .0 

BUILDING 2.5 7.0 

INVENTORY CHANGES (DM BILLION) (13.0)1) (20.0) 

NET FOREIGN BALANCE (DM BILL.) (26.0)2) (24.0) 

EXPORTS 7.0 10.0 

IMPORTS 8.0 12.0 

GNP 4.5 8.5 


1) THE INVENTORY CHANGE FIGURE FOR 1976 IN 1970 CONSTANT 
PRICES WAS DM 9.5 BILLION, SO THERE IS A POSITIVE 
SWING OF DM 4.5 ON THIS ACCOUNT EXPECTED IN 1977. 

2) THE NET FOREIGN BALANCE FOR 1976 IN 1970 CONSTANT 
PRICES WAS ALSO DM 26 BILLION, SO THERE IS NO 
SWING EFFECT ANTICIPATED IN 1977. 

STOESSEL 
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